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DETAILED ACTION 
Claim Rejections - 35 USC §112 

The following is a quotation of the second paragraph of 35 U.S.C. 112: 

The specification shall conclude with one or more claims particularly pointing out and distinctly 
claiming the subject matter which the applicant regards as his invention. 

Claims 1-20 are rejected for insufficient antecedent basis for the following 
limitations in the following claims: 

Claim 1 recites "amount" and "bond valuations". 

Claim 9 recites "amount", "swap maturity", "swap yield", and "bond yield". 
Claim 10 recites "swap maturity schedule" and "term". 
Claim 1 1 recites "swap maturity". 

Claim 15 recites "amount", "swap maturity", "swap yield", "swap fixed interest 
rate", "predetermined period of time commercial paper interest rate", "bond yield", "bond 
maturity", "bond mark-to-market change", and "swap mark-to-market change". 

Claim 16 recites "bond mark-to-market change", and "swap mark-to-market 
change". 

The remaining claims are rejected for their dependency upon the above rejected 
claims. 

Claim Rejections - 35 USC § 103 

The following is a quotation of 35 U.S.C. 103(a) which forms the basis for all 
obviousness rejections set forth in this Office action: 

(a) A patent may not be obtained though the invention is not identically disclosed or described as set 
forth in section 102 of this title, if the differences between the subject matter sought to be patented and 
the prior art are such that the subject matter as a whole would have been obvious at the time the 
invention was made to a person having ordinary skill in the art to which said subject matter pertains. 
Patentability shall not be negatived by the manner in which the invention was made. 
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Claims 1-5 are rejected under 35 U.S.C. 103(a) as being unpatentable over 
Falkenstein in view of HNG. 

Falkenstein discloses a method for minimizing basis risk comprising hedging the 
amount of a bond against other securities, the amount of the bond hedged by other 
securities to change similarly with the mark-to market value of other securities to the 
mark-to-market value of the bond to the security mark-to-market value to the bond 
mark-to-market value by varying the ratio of the bond being to the security in each 
predetermined period of time to compensate for differences in security and the bond 
valuations (p.2-3 and 7-11), and the maturity of said security and the bond may be 
closely matched (p.2-3 and 7-1 1 ). It is inherent that a lesser amount of the bond may 
be hedged by the security when the bond maturity is longer, since the longer the 
maturity, the more susceptible the security is to interest rate risk. However, Falkenstein 
does not disclose hedging the amount of the bond by a swap wherein the amount of the 
bond hedged by the swap varies during the life of the swap, an interest rate change that 
may having a similar dollar impact on the swap mark-to-market value and the bond 
mark-to-market value, or the ratio of the bond being hedged to the swap varying to 
maintain similar amounts of dollar value volatility as the maturity ratio of the bond to the 
swap changes. HNG teaches a financial strategy comprising hedging the amount of a 
security by a swap wherein the amount of the security hedged by the swap varies 
during the life of the swap (p-2-4 and 6), an interest rate change that may having a 
similar dollar impact on the swap mark-to-market value and the security mark-to- market 
value (2-4 and 6), and the ratio of the security being hedged to the swap varying to 
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maintain similar amounts of dollar value volatility as the maturity ratio of the security to 
the swap changes (p.2-4 and 6). It would have been obvious to one having ordinary 
skill in the art at the time the invention was made to incorporate hedging the amount of 
the security by a swap wherein the amount of the security hedged by the swap varies 
during the life of the swap, an interest rate change that may having a similar dollar 
impact on the swap mark-to-market value and the security mark-to-market value, and 
the ratio of the security being hedged to the swap varying to maintain similar amounts of 
dollar value volatility as the maturity ratio of the security to the swap changes, as taught 
by HNG into the method disclosed by Falkenstein, as an alternative financial instrument 
used in the hedging process. 

Claims 6-8 are rejected under 35 U.S.C. 103(a) as being unpatentable over 
Falkenstein and HNG as applied to claim 1 above, and further in view of king 
(5,742,775). 

Falkenstein discloses and HNG teaches the invention substantially as claimed; 
however, neither reference discloses nor teaches the method of compensatory ratio 
hedging being computer-implemented or a computer readable medium having 
computer-executable instructions for performing the steps in claim 1 . King teaches a 
computer-implemented apparatus for creating a financial instrument (col.5, line 59 to 
col.6, line 11; col.12, lines 5-33; and fig.1: 107). It would have been obvious to one 
having ordinary skill in the art at the time the invention was made to incorporate a 
computer-implemented apparatus, as taught by King into the method disclosed by 
Falkenstein and taught by HNG, to provide a computer readable medium capable of 
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carrying out instructions to perform the transactions and calculations. 

Claims 9-1 1 and 15-17 are rejected under 35 U.S.C. 103(a) as being 
unpatentable over Falkenstein in view of HNG and Interest Rate Swaps. 

Falkenstein discloses a method for minimizing basis risk comprising identifying a 
bond being hedged by a security (p.2-3 and 7-11); determining the amount of security 
being issued and using the same amount for the bond (p.2-3 and 7-11); the 
compensatory hedge ratio is computed for each period of time of security maturity 
schedule, thereby varying the compensatory hedge ratio throughout the term of the 
security and between different securities to account for unique properties of the bond 
and security (p.2-3 and 7-11); determining a period of time of the security maturity 
includes utilization of a hypothetical period (p.2-3 and 7-11); using a compensatory 
hedge ratio (p.2-3 and 7-11); (B) determining the amount of the security being issued 
and using same amount for bond (p.2-3 and 7-11); and (C) determining a period of time 
of the security maturity (p.2-3 and 7-11). Falkenstein does not disclose calculating a 
present value of a one basis point change in said swap yield; calculating a present 
value of a one basis point change in said bond yield; calculating the compensatory 
hedge ratio by dividing (i) said present value of a one basis point change in said swap 
yield by (ii) said present value of a one basis point change in said bond yield; (D) 
calculating a present value of a basis point change in said swap yield by: (1) 
determining a projected profit of said swap for a predetermined period of time by 
calculating the difference between (i) said predetermined period of time commercial 
paper interest rate and (ii) said swap fixed interest rate, (2) computing a present value 
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of step (D)(1 ) using said swap fixed interest rate as a discount rate, (3) determining a 
projected profit of said swap for said predetermined period of time by calculating the 
difference between (i) said predetermined period of time commercial paper interest rate 
plus one basis point and (ii) said swap fixed interest rate, (4) computing a present value 
of step (D)(3) using said swap fixed interest rate as a discount rate, (5) computing said 
present value of said basis point change in said swap yield by calculating the difference 
between step (D)(4) and step (D)(2); (E) calculating a present value of a basis point 
change in said bond yield; (1) determining a period of time remaining in said bond 
maturity, (2) computing a present value of future interest and principal payments of said 
bond using an initial current yield to maturity as said discount rate, (3) computing a 
present value of said future interest and said principal payments of said bond using a 
sum of (i) said initial current yield to maturity and (ii) said basis point as said discount 
rate, (4) computing said present value of said basis point change in said bond yield by 
calculating the difference between step (E)(3) and step (E)(2); (F) calculating said 
compensatory hedge ratio in said predetermined period of time by dividing step (D) (5) 
by step (E)(4); (G) determining said ineffectiveness in said predetermined period of time 
by calculating the difference between (i) said bond mark-to-market change in said 
predetermined period of time, and (ii) said swap mark-to-market change in said 
predetermined period of time; or determining the effectiveness between said bond 
mark-to- market change in said predetermined period of time and said swap mark-to- 
market change in said predetermined period of time by calculating the difference 
between one and the division of (i) the sum of said predetermined period of time square 
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of ineffectiveness by (ii) the square of total deviation. HNG teaches a financial strategy 
comprising hedging the amount of a security by a swap (p.2-4 and 6). It is common 
knowledge to take equations, such as those used to calculate differentials and present 
value, and incorporate the users own numerical values to solve for whatever it is the 
user is attempting to calculate; therefore, it is inherent that the swap fixed interest rate 
may be used as the discount rate in calculating present value. Further, calculating 
present values is commonly used to obtain current values of projected future cash 
flows; therefore, it is inherent that the present value of each calculation may be made. 
Interest Rate Swaps teaches equations and techniques used to calculate swaps (p.4-1 1 
and 16-21). It would have been obvious to one having ordinary skill in the art at the 
time the invention was made to incorporate the hedging securities by a swap, as taught 
by HNG, into the method disclosed by Falkenstein, as an alternative financial instrument 
used in the hedging process. It would have been obvious to one having ordinary skill in 
the art at the time the invention was made to incorporate the use of equations and 
techniques used to calculate swaps, as taught by Interest Rate Swaps into the method 
disclosed by Falkenstein, to demonstrate that present value and differential formulas 
and various numerical values plugged into these equations may be utilized depending 
upon what the user is attempting to calculate. 

Claims 12-14 and 18-20 are rejected under 35 U.S.C. 103(a) as being 
unpatentable over Falkenstein, HNG, and Interest Rate Swaps as applied to claims 9 
and 15 above, and further in view of King. 

Falkenstein discloses and HNG and Interest Rate Swaps teach the invention 



Application/Control Number: 09/738,618 Page 8 

Art Unit: 3624 

substantially as claimed; however, neither reference discloses nor teaches the method 
of compensatory ratio hedging being computer-implemented or a computer readable 
medium having computer-executable instructions for performing the steps in claim 1 . 
King teaches a computer-implemented apparatus for creating a financial instrument 
(col.5, line 59 to col.6, line 11; col. 12, lines 5-33; and ffig.1: 107). It would have been 
obvious to one having ordinary skill in the art at the time the invention was made to 
incorporate a computer-implemented apparatus, as taught by King into the method 
disclosed by Falkenstein and taught by HNG and Interest Rate Swaps, to provide a 
computer readable medium capable of carrying out instructions to perform the 
transactions and calculations. 

Conclusion 

The prior art made of record and not relied upon is considered pertinent to 
applicant's disclosure. 

Wharton: "The Market Value and Dynamic Interest Rate Risk of Swaps" 
Morgan Stanley Dean Witter: "Introduction to Interest Rate Swaps" 
Investment Dealers Association of Canada: "Compliance Interpretation Bulletin" 

Any inquiry concerning this communication or earlier communications from the 
examiner should be directed to Lalita M Hamilton whose telephone number is (703) 
306-5715. The examiner can normally be reached on Tuesday-Thursday (8:30-4:30). 

The fax phone number for the organization where this application or proceeding 
is assigned is (703) 746-6101. 
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Any inquiry of a general nature or relating to the status of this application or 
proceeding should be directed to the receptionist whose telephone number is (703) 305- 



2272. 
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